year to previous years' performance and possibly comparing the same performance with other companies in the same industry. As it is widely accepted that Retail superstore grocery market of UK is a highly competitive market and there is a need to carefully analyze the strengths and weaknesses of each company to promptly identify and exploit potential opportunities in the market.
Tesco Plc
Tesco Plc is a global leading retailer. Retailing is a highly competitive industry characterized by low profit margins, brand recognition, inventory management and economies of scale. Tesco mostly focuses on food products. Tesco has a strong grocery brand and high customer loyalty in the UK and has been using their brand power to expand their business into the banking sector with promising results. Aggressive growth has been pursued internationally with generally good results from Asia with the focus shifting to the fragmented but competitive Chinese market. Tesco is also trying to gain a foothold in the competitive western US grocery market by developing distribution networks and scale and expensively undercutting its competitors.
Tesco Plc was the leading retailer in the United Kingdom going by volume of sales, number of sales outlets and other similar factors. However, this ratio analyses carried out revealed some of outstanding performance of Tesco Plc at 2010 as well as the areas of poor management performance. In one word, from 2010, the financial performance of Tesco Plc is not improving. The Shareholders' wealth has been decreasing. Not only that, the Gross Profit, Return on Capital Employed, dividend payment, share prices, etc. have been reducing from year to year. The consequence of this is that Tesco Plc may run into loss in the nearest future if not in 2015.
Research Methodology
The data for this paper will be the financial statements of Tesco, Sainsbury and Morrisons between 2010 and 2014 and these will be downloaded from the respective company's website. The data analysis will be followed with the use of graphs and simple percentages.
Data Analysis
The common ratios are widely accepted as a method of comparing performance of retail outlets and these include but not limited to the following:
Profitability Ratio
The term "profitability" means the profit earning capacity of any business activity. The Profitability Ratio is used to measure the overall efficiency or performance of a business. This ratio indicates the extent a business is making profits.
It has been established that profitability ratios are a class of financial metrics that are used to assess a business's ability to generate earnings as compared to its expenses and other relevant costs incurred during a specific period of time. For most of these ratios, having a higher value relative to a competitor's ratio or the same ratio from a previous period is indicative that the company is doing well.
Profitability Ratio consists of the following: 1) Return on Capital Employed ROCE is referred to as the "primary ratio". It measures the relationship between profit and capital employed. In short, it indicates the returns the company has made on the resources made available to the business before making any distribution of those returns. This ratio is very significant because it highlights the success of the business from the shareholder's perspective and determines the efficient handling of owner's investment. The higher the ratio is, the better the business is. 10% to 20% is ideal ratio for a performing company.
( )
Operating Profit Profit before interest and tax ROCE 100% Ordinary Share Capital Reserves Long-term borrowing = × + +
As shown in Table 1 and Figure 1 , Tesco performance in relation to ROCE was improving because the ratios were above ideal percentage 10% but the operating profit fell sharply in 2013 by 52% though it has increased by 2) Assets Turnover Ratio Asset utilization ratio indicates how profitable a company is in relation to its assets. One of the ways to measure the efficiency of company's management is the way they convert assets available into profits. This ratio is considered an overall measure of profitability as it measures how much net income was generated for each £1 of assets the company has. It is simple Revenue/(Share Capital + Reserves + Long-Term Borrowings).
As shown in Table 2 and Figure 2 , Tesco Plc's Assets turnover is increasing but Sainsbury performed better than Tesco with regards to Assets Turnover in the period under review.
3) Net Profit percentage This ratio expresses net profit of an organization as a percentage of turnovers. It is the profit margin after cost of sales and all relevant revenue expenses has been deducted. The higher the ratio is, the better for the business.
Net Profit NET PROFIT% 100% Revenue = ×
As shown in Table 3 and Figure 3 , the average growth was 27.93% during the periods under review as against negative growth of 1.37% in gross profit margin. This indicates that Tesco was able to minimize its expenses except in 2013 when the expenses were highly abnormal £1901 million i.e. (Gross profit £4089 m) less net profit (£2188 m)). Tesco generated averagely more Net Profit than both two companies except in 2013.
Efficiency Ratio
These ratios analyze how well an organization makes use of its resources to generate revenue. It is made up of the following ratios: 1) Inventory days ratio This ratio measures number of days stock are held in store before being sold. The lower the days are, the better for company's cost of sale is.
( )
Inventory Stock Turnover Inventory days ratio 365 days Cost of Sales = ×
As shown in Table 4 and Figure 4 , the Inventory (turnover) period of Tesco increased steadily from 2010 before it decreased in 2014 which is very good for the company. On average the stock inventory is 21.25 days, meaning that in a year Tesco Plc will be able to produce and sell their products (365 ÷ 21.25 times), i.e. 17.18 times. This is a very good ratio especially for perishable items but in 2014, while Tesco will take 21.92 days to sell their products, Sainsbury and Morrison will only use 16.26 days and 18.73 days respectively. Tesco has to improve on this.
2) Debtors Turnover Debtor Turnover measures number of day's trade creditors take to pay. The lower the days are, the better the trade creditors are.
Trade Receivables Debtors Turnover 365 days Credit Sales = ×
As shown in Table 5 and Figure 5 , Debtors Turnover of Tesco Plc has been decreasing as 2012 but on average, the Debtors Turnover ratio was 13.56 days. This needs to be compared with Creditors days for meaningful analysis. Tesco Plc's Debtors Turnover ratio was higher than other two because of high Turnover of Tesco.
3) Creditors days ratio Creditor days ratio measures average days its takes a company to meet its obligation to trade creditors. The longer the days are, the better the credit purchase is. As shown in Table 6 and Figure 6 , on average Tesco's Creditor days was 67.03 days compared to Debtors turnover which was 13.56 days. This indicates efficient liquidity management on the part of Tesco Plc, with the result that the company will be able to use the credit facilities obtained from creditors to run the business as their debtors paid 53.47 days earlier before Tesco Plc paid their creditors.
Financial Ratios

1) Gearing Ratio
This is the ratio of long-term debt (debentures and preference shares) to total capital, a company with more than 50% gearing ratio is considered to be highly geared.
Long term loan
Gearing ratio 100% Long Term Share Capital Reserves
As shown in Table 7 and Figure 7 , Tesco Plc's gearing ratio is high (though it is still on average within the ideal range of 50%) when compared to Sainsbury and Morrisons.
2) Interest cover This ratio measures how many times interest could be paid from operating profit of business, i.e. how well a company caters for interest on long term loans. As shown in Table 8 and Figure 8 , Tesco interest cover is adequate and the company can pay their interest payable 6.7 times on average. The higher the ratio the better for the company, three times is ideal ratio, a lower figure is an indicator of poor liquidity management and a sign of business failure.
Liquidity Ratios
Imply the ability of a company to meet its short-term debts before the due date and equally meet unexpected cash needs. A company with good liquidity can obtain funds easily as compared to its counterparts having lower liquidity. Companies compare liquidity on yearly basis and with those of competitors so as to make decisions [1] .
The International Accounting Standards (IFRS, 2006) indicate the fact that liquidity refers to the available cash for the near future, after taking into account the financial obligations corresponding to that period. It is noteworthy that liquidity risk consists in the probability that the organization should not be able to make its payments to creditors, as a result of the changes in the proportion of long term credits and short term credits and the non-correlation of this with the structure of organization's liabilities.
These include but not limited to the following ratios: 1) Current Ratio This ratio measures the ability of Tesco to pay its current obligations using current assets. It is a simple measure that estimates whether the business can pay debts that fall due within one year from the assets of the company. If the ratio is less than one, it will be a cause for concern, especially if it persists for long period of time. Ideal current ratio is 2:1. The higher the ratio is, the better the current assets are.
Current Assets Current ratio
Current Liabilities = Table 8 As shown in Table 9 and Figure 9 , these ratios show that Tesco Plc is over trading because the ratios are less than 1:1 from 2010 to 2014. Ideal current ratio is 2:1 although 1.5:1 is more realistic, lower figures is a sign of poor liquidity management meaning that on average Tesco can only pay 70% of her short-term liabilities. Tesco actually is better than both Sainsbury and Morrisons in this aspect.
2) Acid-Test Ratio This is often referred to as the quick ratio. Quick assets are defined as cash, marketable (or short-term) securities, and accounts receivable and notes receivable, minus the allowances for doubtful accounts. These assets are considered to be very liquid which means they can easily be converted to cash and therefore, useful for immediate use to pay obligations. Quick ratio is calculated as the current assets less inventory and divided by the current liabilities. The ideal ratio is 1:1 which means that company is able to pay all its current liabilities from its quick current assets (1).
Current Assets less Inventory Quick ratio
Current Liabilities = As shown in Table 10 and Figure 10 , Tesco's Quick Ratios were below the ideal standard which is ratio 1:1 or at worst 0.7:1. This also point to the fact that there is poor liquidity management in Tesco Plc over the years.
Shareholders and Investors' Interests Ratios
1) Price/Earnings ratio.
This ratio is a key ratio for the investors who may need to know how well their shares are likely to perform and it is calculated by dividing Market share price by Earnings per share.
As shown in Table 11 and Figure 11 , the basic and diluted Price/Earnings ratios are not consistent. 
2) Return on Equity (Investment)
The ratio is focus on the return for shareholders. It is computed as profit after tax and preference shares dividend divided by ordinary shares capital and reserves.
Profit after tax less preference dividend Return on Equity 100% Ordinary shares plus Reserves = × Table 12 indicates that ROI moves in the same direction with profit after tax. Table 13 shows that there was a consistent increase in the amount of dividends paid as at the year 2010 but the percentage of payment dwindled seriously in 2013 and 2014 unlike the first two previous years.
It could be seen from Table 14 , as the share prices were reducing from 2010, the Dividend yields were equally reducing.
Dividend Yield: Dividend yield indicates the amount an investor may receive in return for buying a share with Tesco Plc.
As shown in Table 15 , the average growth rate of the Tesco dividend yield is not good except in 2013.
3) Dividend Cover This ratio implies the safety of a company's dividend payment and it is calculated by dividing Earnings per share with Dividend per share.
As shown in Table 16 and Figure 12 , a dividend cover of at least 2 indicates good management practice but Tesco Plc only has more than 2 in 2012, indicating Tesco Plc has very low capacity to increase dividend payments in the future unlike Morrisons. 
Conclusion and Recommendations
In summary, with the analyses of the ratios on Tesco Plc, it may be concluded that the performance between 2010 and 2014 was not satisfactory when compared to other companies in the same industry like Sainsbury and Morrisons. Though Tesco's online shopping is slowly growing, it still accounts for a small percentage of total revenue especially in international market [2] . In fact, Tesco Plc has a strong potentiality and growth in online shopping across the UK and China. Therefore, in the future, Tesco should ensure to improve the operations' capability of online grocery shopping and prepare for online retailing's international expansion. 
